STATE OF CALI FORNI A
DEPARTMVENT OF | NSURANCE
300 Capitol Mall, 17'" floor
Sacranmento, California 95814

NOTI CE OF PROPOSED ACTI ON_AND
NOTI CE OF PUBLI C HEARI NG

RH- 01013338 DATE: July 26, 2002

SUBJECT OF HEARI NG

A hearing will be held regarding the permnent adoption of
enmergency regul ations pertaining to clerical activities,
activities involving clerical changes to insurance policies, and
i ndirect marketing and servicing support activities exenpt from

i nsurance producer licensure. The Insurance Comm Ssioner

(“Comm ssioner”) adopted the regul ati ons on an energency basis as
ER 01013139, effective June 17, 2002. The regul ations are
codified in Title 10, Chapter 5, Subchapter 1, Article 10,
Sections 2193 through 2193.3, California Code of Regul ations.

HEARI NG DATE AND LOCATI ON:

Notice is hereby given that a public hearing will be held to
permt all interested persons the opportunity to present oral or
witten statenents or argunents relevant to the adoption of these
regul ations as foll ows:

Date and Tine: Septenber 23, 2002 at 10: 00 A M
Locati on: S.F. CGvic Center Conplex Conference Center
455 Col den Gate Avenue, Hearing Room 9

San Francisco, California

AUTHORI TY AND REFERENCE

The Comm ssi oner proposes the adoption of these regul ation
pursuant to the authority provided in Section 8 of Assenbly Bil
393, Chapter 321, Statutes of 2000 (“AB 393”). The purpose of
these regulations is to inplenent, interpret, and nake specific



the provisions of California Insurance Code (“CIC) Sections 1631
and 1635.

PRESENTATI ON OF WRI TTEN AND/ CR OCRAL COMIVENTS AND CONTACT PERSON

Al'l persons are invited to present oral and/or witten conments
on the regul ations at the schedul ed public hearing. The
Comm ssi oner requests, but does not require, that persons who
make oral comrents at the hearing also submt a witten copy of
their testinony at the hearing.

Witten comments not presented at the hearing should be addressed
to the foll ow ng contact person:

St even Suchil, Senior Staff Counsel
California Departnment of |nsurance
300 Capitol Mall, 17th Fl oor
Sacramento, California 95814

Tel ephone: 916-492- 3500

Questions regarding the hearing, comments, or the substance of
t he proposed action should be addressed to the above contact
person. |If he is unavailable, inquiries may be addressed to
the foll owi ng backup contact person:

El ai ne LaFrance, Staff Counse
California Departnment of |nsurance
300 Capitol Mall, 17th Fl oor
Sacramento, California 95814

Tel ephone: 916-492- 3500

DEADLI NE FOR WRI TTEN COMVENTS:

Al witten materials, unless submtted at the hearing, nust be
recei ved by the Conm ssioner, c/o the contact person at the
address listed above, no later than 5:00 P.M on Septenber 16
2002. Any witten materials received after that time will not be
consi der ed.

COMMVENTS TRANSM TTED BY E-MAI L OR FACSI M LE

The Conmm ssioner will accept witten coments transmtted by e-
mai | provided they are sent to the followi ng e-mail address:
suchi | s@ nsurance. ca. gov. The Conmm ssioner will also accept



witten comrents transmtted by tel ephone facsimle provided that
they are sent to (916) 324-1883. Comments sent to other e-nai
addresses or to other facsimle nunbers will not be accepted.
Comments sent by e-mail or facsimle are subject to the deadline
for witten comments set forth above.

ACCESS TO HEARI NG ROOMS

The facilities to be used for the public hearing are accessible
to persons with nmobility inpairnments. Persons with sight or
hearing inpairnents are requested to notify the contact person
listed above in order to nake special arrangenents, if necessary.

ADVOCACY OR W TNESS FEES:

Persons or groups representing the interests of consuners may be
entitled to reasonabl e advocacy fees, witness fees, and ot her
reasonabl e expenses, in accordance with the provisions of
Subchapter 4.5, Title 10, of the California Code of Regul ations,
in connection with their participation in this matter.

I nterested persons should contact the Ofice of the Public

Advi sor at the followi ng address, in order to inquire about the
appropri ate procedures:

O fice of the Public Advisor
California Departnment of |nsurance
300 Capitol Mall, 17th Fl oor
Sacramento, California 95814
(916) 492-3500

A copy of any witten materials submtted to the Public Advisor
regarding this rul emaki ng nust also be submtted to the above
listed contact person. Please contact the Ofice of the Public
Advi sor for further information.

| NFORVATI VE DI GEST/ POLI CY STATEMENT OVERVI EW

AB 393 anended the regulatory and |licensing schene for

i nsurance agents/brokers. Under CIC Sections 1631 and 1635, as
anended by AB 393, persons cannot solicit, negotiate, or effect
contracts of insurance unless |licensed by the Comm ssioner to
act in such capacities.



Cl C Section 1635 specifies certain exenptions frominsurance
agent/ broker licensure. CIC Section 1635, subdivision (I),
added by AB 393, states that |icensure as insurance producers
is not required for insurer or producer officers, directors or
enpl oyees whose executive, adm nistrative, managerial or
clerical activities are indirectly related to soliciting,
negotiating or effecting the sale of insurance. Subdivision
(m of CC Section 1635, al so added by AB 393, states that
|icensure as insurance producers is not required for enployees
whose activities are limted to making clerical changes to

exi sting insurance policies or providing indirect marketing and
servicing support to determ ne general interest in insurance
products. Section 8 of AB 393 requires the Conm ssioner to
adopt regulations to inplenment the bill.

New regul ati on Sections 2193, 2193.1, 2193.2 and 2193. 3 inpl enent,
interpret, and make specific the provisions of CIC Sections 1631
and 1635(1) and (m.

Section 2193: Definitions

New Section 2193 sets forth two definitions for new Article 10
which will provide the activities exenpt fromlicensure by the
Comm ssi oner as insurance producers — agents, brokers or
solicitors — under Chapter 5, Part 2, Division 1 of the CC
“Licensee” is defined to nean those persons |licensed by the
Comm ssioner to act as insurance producers under |nsurance Code
Sections 1621 through 1624. Conversely, “unlicensed person” is
defined to nmean a person not so |icensed.

Section 2193.1: Cerical Activities Exenpt From | nsurance
Pr oducer Licensing

Cl C Section 1635(1) states that insurance producer |icensure is
not required for insurer or producer officers, directors or

enpl oyees whose executive, adm nistrative, managerial or
clerical activities are indirectly related to soliciting,
negotiating or effecting the sale of insurance. New Section
2193.1 provides those clerical activities indirectly related to
the solicitation, negotiation or effecting sale of insurance
exenpt fromlicensure.

Under new Section 2193.1 clerical activities exenpt from
licensure include, but are not limted to: distribution of
brochures, business cards, or other general information
advertising insurers, insurance agencies, oOr insurance
products, services or pronotions; preparing insurance coverage



applications; obtaining information from persons other than the
i nsureds or applicants for coverage; and, preparation of

i nsurance rel ated docunentation under the supervision of
producer |icensees and for the review and signature of

| i censees.

Section 2193.2: Activities Involving Cerical Changes to
| nsurance Policies and Indirect Marketing and Servicing Support
Exenpt From | nsurance Producer Licensing

Cl C Section 1635(m states that insurance producer |icensure is
not required for enployees whose activities are limted to
maki ng clerical changes to existing insurance policies or

provi ding indirect marketing and servicing support to determ ne
general interest in insurance products.

Under new Section 2193.2 the activities exenpt from i nsurance
producer |icensure involving maki ng changes to existing

i nsurance policies or providing indirect insurance marketing
and servicing support include but are not limted to:

di ssem nation of insurance buyers’ guides, coverage
applications, and other forns in response to consunmer requests;
receiving or recording information from custoners; scheduling
appoi ntnments with producer |icensees; conmunicating with
custoners to obtain factual information requested by producer
| i censees; accepting insurance premuns to deliver to producer
| i censees; receiving and recording insureds’ requests for
additions or deletions to existing policies and preparing
endorsenent forms for the signatures of producer |icensees;
inform ng insureds, in response to their inquiries, as to
existing policy information, including financial [imts,
prem um bal ances due, and effective coverages; answering the

t el ephone, receiving faxes and ot her general secretarial or
adm ni strative functions; and, foreign |anguage transl ation
bet ween producer |icensees and custoners.

Section 2193.3: Activities Requiring Licensure as an |nsurance
Pr oducer

Cl C Section 1631 provides that persons cannot solicit,

negoti ate or effect insurance contracts, or act in the
capacities of insurance agents, |life agents, insurance brokers
or insurance solicitors, unless licensed by the Conmm ssioner to
act in such capacities.

New Section 2193.3 inplenents CIC Sections 1631 and 1635 by
stating those activities which are not exenpt fromlicensure



because they are directly related to the solicitation,
negoti ation or effecting the sale of insurance.

The activities for which insurance producer |icenses required
are: explaining or interpreting, and offering of opinions or
recommendati ons on, insurance coverages, exposures, limts,
prem uns, rates, deductibles, paynent plans, or other

i nsurance contract terns; recomendi ng, advising or

urging custoners to purchase particul ar i nsurance policies or
to insure with particular conpanies or insurers; and, binding
i nsurance cover ages.

MANDATES ON LOCAL AGENCI ES OR SCHOCL DI STRI CTS:

The regul ati ons do not inpose any nmandate on | ocal agencies or
school districts. There are no costs to |ocal agencies or
school districts for which Part 7 (comrencing with Section
17500) of Division 4 of the Governnment Code would require

rei mbur senent .

COST OR SAVI NGS TO STATE/ LOCAL AGENCY OR SCHOOL DI STRICT OR IN
FEDERAL FUNDI NG

The Comm ssioner has determ ned that there will be no non-

di scretionary costs, or savings to any |ocal agency, state
agency or school district fromthe regulations, and that the
regul ations will not affect federal funding to the State.

ECONOM C | MPACT ON BUSI NESSES AND THE ABILITY OF CALI FORNI A
BUSI NESSES TO COVPETE

The Conm ssioner has nmade an initial determnation that the
regul ati ons may not have a significant statew de adverse
econom ¢ inpact directly affecting business including the
ability of California businesses to conpete with businesses in
other states. AB 393, Section 8, however, requires the
adoption of these regulations pertaining to exenptions from

i nsurance agent/broker licensure. The Conm ssioner has not
consi dered proposed alternatives that woul d | essen any adverse
econom ¢ i npact on business and invites interested parties to
submit proposals.



POTENTI AL COST | MPACT ON A REPRESENTATI VE PRI VATE PERSON OR
BUSI NESS:

The Comm ssioner is not aware of any cost inpacts that a
representative private person or business woul d necessarily
i ncur in reasonable conpliance with the proposed acti on.

EFFECT ON JOBS AND BUSI NESSES | N CALI FORNI A:

The Commi ssioner is required to assess any effect these
regul ati ons may have on the creation or elimnation of jobs in
the State of California, the creation of new businesses, the

el imnation of existing businesses, and the expansion of

busi nesses currently operating in this state. The Comm ssi oner
does not foresee that the proposed regulations will have an
effect on any of the above but invites interested parties to
comment on this issue.

| MPACT ON HOUSI NG COSTS:

The regul ations will have no significant effect on housing
costs.

ALTERNATI VES:

The Conmm ssioner nust determ ne that no reasonable alternative
consi dered by the Comm ssioner or that has otherw se been
identified and brought to the attention of the Conm ssioner
woul d be nore effective in carrying out the purposes for which
the regul ations are inposed or would be as effective and | ess
burdensone to affected private persons than the proposed

regul ations. The Conm ssioner invites public comment on
alternatives to the regulations. Section 8 of AB 393, however,
requi res the adoption of regulations to inplenent the bill.

| MPACT ON SMALL BUSI NESS:

The Conm ssioner has determ ned that the proposed regul ations
may affect small businesses. Section 8 of AB 393, however,
requires the adoption of regulations to inplenment the bill.



COVMPARABLE FEDERAL LAW

There are no existing federal regulations or statutes
conparabl e to the proposed regul ati ons.

TEXT OF REGULATI ONS AND | NI TI AL STATEMENT OF REASONS:

The Departnent has prepared the express terns of the

regul ations and an initial statenent of reasons that sets forth
the reasons for the regulations. Upon witten or e-nuailed
request, the regulations and initial statenment of reasons wl|
be made avail able for inspection and copying. Witten requests
for the regulations and initial statenment of reasons or
questions regarding this proceeding should be directed to the
contact person listed above.

Upon witten or e-mailed request, the final statenent of
reasons will be nade avail able for inspection and copying once
it has been prepared. Witten requests for the final statenent
of reasons should be directed to the contact person |isted
above.

The file for this proceeding, which includes a copy of the
proposed regul ati ons, the statenent of reasons, any information
upon which the proposed action is based, and any suppl enment al

i nformation, including any reports, docunentation and ot her
materials related to the proposed action that is contained in
the rulemaking file, is available for inspection and copyi ng by
prior appointment at 300 Capitol Mall, 17th Floor, Sacranento,
California 95814, between the hours of 9:00 a.m and 4:30 p.m,
Monday t hrough Fri day.

AUTOVATI C NAI LI NG

A copy of this notice, including the informative digest, which
contains the general substance of the proposed regul ations,
will automatically be sent to all persons on the I|Insurance
Comm ssioner’s mailing list.

POSTI NG ON CDI VEEBSI TE:

Docunents concerning this proceeding are avail able on the
Departnent’s website at http://ww.insurance.ca.gov. To access
this information, find the major heading “Protecting
Consuners”. In this section, scroll down to the subheading “Be



Informed”. dick on the “Search for Proposed Regul ati ons”
link. Wen the search field appears, enter “RH01013338", CDI’'s
regulation file nunber for these regulations. Alternatively,
search for the Cl C section nunber that the regul ations

i npl enent - for instance, “1635", or search by key word,
"broker-agent |icensing exenption”, or “clerical exenption”.
Then, click on the “Submt” button to display links to the
vari ous docunments pertaining to this filing.

MCODI FI ED LANGUAGE

| f the regul ati ons adopted by the Departnent differ but are
sufficiently related to the action proposed, they will be
available to the public for at |east 15 days prior to the date
of adoption. Interested persons should request a copy of these
regul ations prior to adoption fromthe contact person listed
above.

Dat ed: July 26, 2002 HARRY W LOW
| nsurance Comm ssSi oner

By /sl

STEVEN SUCH L
Seni or Staff Counsel
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